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C:LOU 

iron?: Assistant Chief Counsel (Tax Litigation) CC:TL 
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subject: Rule 24~ Decision Iiocument for Straddle in TZFX anr' iJor.-TT:PE.< 
Years - 

This is in response to your request for technical advice 
dated September 22, 198E. 

EOW should a decision document under Tax Court Pule 248 
reflect an integrated settlement with respect to a straddle 
investment covering both T&E-R.% and non-TEFFA years? 

CCVCLU,SION 

. i We suggest that the decision documen~t simply require all 
partners to treat the gain leg of their straddle in the TEFRA 
year consistently with their loss leg. w sample attached. 
Thus, the decision would require the removal of the phantom gain 
for those taxpayers who concede the offsetting straddle loss in 
the loss leg years. The decision document would retain the gain 
with respect to partners whose loss leg years are barred or who 
claim and r.efuse to concede the offsetting straddle loss. 

In a number of similar cases, a.petitioning partner, either 
a tax matters partner or a notice partnerr wants to accept the 
outstanding.settlement offer in a TEFRA partnership case 
involving a government securities tax shelter p'romotion which 
affects thr,ee taxable years of each partner. Usually, in such 
cases, the first two years of the promotion are not TEFRA. The 
settlement disallows deductions in the first two years and 
removes the phantom gain in the TEFRA year. Many of .the other 
partners have not accepted the settlement and are not expected to 
do so in the near future. For .a few partners the statute of 
limitations has expired for the non-TEFFA years. 
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Cistrict Counsel is concerzed that if the decision document 
0rJv r2flEcts rsmoval of ohan.kom gain, ‘-A . - some nartners will cbiain 
2 tax kenefi; ,:0-i tte %XFRA year ~witi~cut 

sexclement necessarily &, ___ c-‘IO’E hoti; t;,e TT3:TTA yi-,ic tef3L..t L’..i 

Court as well as t*e ’ prior. non-TETA year. _ rc7ducJiicns ,zr- 
disalloiied for the loss lea of the straddle and Fhantom gain is 
removec in the gain year. Since the Court only has juriedict~cn 
over t!>e oain yearr k’ the decision document reflectins the 
settlement should i arguably , only reflect the reduction of income 
in the gain year of the straddle. 

The problem is that other partners in the partners?ip, who 
are still contesting the disailowacce of deductions in tse prior 
non-TETRA years, can, arguably, by invoking the consistent 
treatment provisions of section 6224(c) i .have their gain reduced 
without having to.concede the corresponding loss. If the non- 
agreeing partners prevail (or their pri,or years have closed), 
they will receive a double benefit. 

TEFRA provides for .uniform treatment (through iitigation or 
settlement), of partnership items among partners for each 
par tners:?ip taxable year. S& I.F.C. “5 5221, 6226, and 
6224(c) (2). A straddle, however, is’ a scheme to abuse the tax 
system encompassing ‘a strategy which necessarily must cover more 

I/ Section 6225 (f) provides: 

(f), Scope of Judicial Re&ew.-A tour; ‘with 
wh’ic5 a cetition is filed in accordance with 
:::;is secticn shaii have jurisdiction to 
deteztiinti all the partnership items of t5e 
FartneYski3 ;or tile, aar:nPr?hic taxai;l~ “Pa 
: 1 vh i c :: t t + n c, + f ‘2 3 nf 6:~~~ nzr+Dershin 

, : .i -: :r, :. LL : ~. ,., .7 _ - I_ -‘.~ L ,..-.,;.+.3c m-’ k>,Z 
..:. nrc 1I:::: ;. ) .:.,. - _ 
z *. * I. . ..- -i-. 

. ...’ .,I , .‘..’ - 



The Court will have jurisdiction to enter a decis'ion 
requiring consistent treatment of the gain leg with the loss leg 
if it finds that our proposed form of decision, reflects the 
proper "ZliOCEtiOn" of a "partnership item". i..X.C. s 6326(f) . 

* Treas. Reg. S 301,6231(a) (3)-l(b) provides that the term 
"partnership item" includes "legal and factual determinations 
that underlie the determination of the amount, timing, and 
characterization of items of income, credit1 gain, less, 
deduction, etc. ," flcwing frcm a partnership. 2,' A. "legal 
determination" which is a "partnership item" is that partners 
must complete the second half of their straddle transactions in 
conformity with the first haif. The "allocation" of this 
partnership item is reflected by the required consistent 
treatment of the gain leg with the loss leg on a partner by 
partner basis. 

2/ Section 6231(a) (3) provides: 

(3) Partnership item.-The term "partnership 
item" means, with respect to a partnership, 
in? item required to t.e taken into account 
for ti:e partnership's ta;:abie year under any 
provision of subtitle A to the extent 
regulations prescribed by the Secretary 
,~.L.ov~?c ti;at, for purposes of this subtitle; 
,. ,... : : :- . /_, ,. . - ,_ I _ _ ._ . ,. ._ ~, _ .: ~>. r r r 9 s r 1 2 t e 1 I' ?e?vca:ineE it 
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In summary, since the Court has jurisdiction tc make a 
determination with respect to a partnershiF item and its 
allocation: and'the requirement of consistent treatment of the 
straddle less is hoi3 a determination and allocation of a 
TartnershiF item: t;?e Cour: jila" er,!:EZ a d?CiEiCn SOlCly With 
respect to required consistent treatment of tie qain les of .the 
strjddie.L/ 

If the Court dces not accept our Eroposel form of decision 
document, please contact us. We aze currently in the Frocess of 
discussing possible procedures with the Court which might be 
adaptable to the instant situation. 

V7e also recuest that you forward your moticns and decision 
documents r:alating to this matter to this office for review 
before filing with the Court. 

u Once a decision is entered it will be final with respect to 
all partners. ? partner wiil have.2 years after a decision is 
entered to file a claim for refund based on the misappiication of 
the decision document to them. I.R.C. E; 6230(c) (2). Once a 
;-T-t-' is CLlec! under section 6:36(c).. t!le partner *dill have _I. 

__,_ ': c *a 77 1 'do* ~~nc'e,r 5ecticn 232 
. ., - '. . ,_ - .- ,. 

.% ..I. ,_., ".. . ..=.,; - ,,;:*\-* 1'7 zi:;::(c:; (Z) . _- 
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Please refer ar.y questions you have regarding this matter to 
Sill Eeard at FTS 566-32!20. 

MARLENE GROSS 

AttaThnent: 
As stated. 
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,. 
DECISION 

Pursuant to Rule 248(b) it is: 

ORDERED an6 DECIDED that the fol1owir.g statement ShOWs the 
adjustments to the partnership items of ABC partnership fer the 
taxable year 1983. 

Partnersbir It-m As Renortc?. 
Gain on Securities straddle $100 ,ooo.oo 

For partners who have conceded 
offsetting straddle 
loss for taxable years 
1961 and 1982 

-o- 

For pertners claimin: 
and not conceding 
offsetting straddle loss 
for taxable years 1981 
1982 

$100,000.00 

Judge 


